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Abstract: This paper addresses a comparative analysis of financial management effectiveness, which evaluates 
financial performance in the Indonesia’s construction state-owned enterprises (SOEs). State companies were 
established to make a significant contribution to the growth of national economy and generate profitable revenue 
for the state. The primary objective is to examine critical aspect of corporate financial strategy that would affect the 
sustainable growth of SOEs. This research is an extension of a larger study that is an attempt to explore strategic 
practices for Indonesian construction firms that generates a competitive advantage. The research methodology 
adopted for this empirical study includes data collection and analysis of firm annual reports and audited financial 
statements of the SOEs in 2001-2007 fiscal years. All of 14 construction firms under Ministry of State-Owned 
Enterprises of Republic of Indonesia have been selected as the sample of study. The methodology relies on 
financial ratio analysis to draw meaningful conclusion. There are some methods and techniques in analysing 
financial performance of either construction public or private firms, but management effectiveness approach is 
widely regarded as the ultimate measure of corporate performance. Modified traditional ratios of Return of 
Investment (ROI) such as Return of Assets (ROA), and Return on Equity (ROE) are adapted to support different 
purposes of analysis. The analysis reveals that the Contracting SOEs performs more effective than above the 
Consulting SOEs. Thus, corporate management board of Consulting SOEs need to pay more serious attention to 
their corporate financial strategies. This perspective will be increasingly important along with the current 
privatisation policy of the Indonesian government. 
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1. Introduction 
 
The state-owned enterprises (SOEs) are key players both the national economy and the 
construction industry in Indonesia. SOEs were established by the Government of Indonesia 
(GOI) based on the Article 33 of the country’s constitution (UUD). These firms were initially 
formed by the Dutch colonial government and then nationalised by the GOI to produce essential 
services and to meet the public needs, to seek the profit to support national economic 
development, and to make those business activities that are not yet performed by the private 
sector. From 139 SOEs, there are 9 construction contractors and 5 consulting or engineering 
firms, and actively involved in construction works at all of Indonesian regions. The state 
contractors are having at least 11% of total construction market share in Indonesia. As 
registered by National Board of Construction Services Development (NBCSD) in 2008, the 
number of certified consulting firms was 4.389 firms, and contractor was 112,071 firms. The 
Small-Medium Enterprises (SME) was 99% and the big firm is only 695 firms (1%). 
 
Indonesia construction industry has shown a rapid growth since the early 1970s. The 
construction industry contribution to the Indonesian Gross Domestic Product (GDP) increased 
from 3.9% in 1973 to 7.9% in 1996. In the period of 1996 to 1999, construction works were 
sharply reduced due to the economic crisis, but went on the upswing from 2000 to 2007. As 
shown in Figure 1, the construction sector contribution to GDP is increasing from 5.5% in 2001 
to 7.7% in 2007. The sector is expected to continue strengthening in line with the anticipated 
large infrastructure developments in many areas including toll roads, air/seaports, power plants, 
railways, and oil/gas transmission. 
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Figure 1: Construction to Indonesia GDP 
 
The Central Bureau of Statistics (CBS) recorded that the latent construction market for 2006 
was valued at about 67 Trillion Indonesian Rupiah (IDR) respectively, reflecting a growth rate of 
20% over the previous year and this growth is set to continue. BCI Asia estimated construction 
value for 2007 is reached IDR 74 Trillion. The government projected the construction activity in 
2008 will arrive at value of IDR 170 Trillion. For 2009, Business Monitoring International (BMI) 
forecasts that Indonesia’s construction industry will be worth IDR 410 trillion (US$45.20bn). The 
sector’s value is forecast to continue increasing and we expect it to be worth approximately IDR 
585 trillion (US$68.92bn) in 2012. BMI also notes that growth in Indonesia’s construction sector 
is slowing from its peak growth in 2006 of 9%. In 2008 year-on-year (y-o-y) growth slipped 
to7.76% and will slow further in 2009 at just 5.76%. Growth in Indonesia’s construction industry 
is however expected to pick-up momentum after this lull and to stand at 6.86% in 2012. 
 
However, as mentioned earlier, small large national firms play a dominant role and control the 
Indonesian construction market. Many Indonesian construction firms are faced with a significant 
gap in capital funds and technology when compared with state-owned construction firms. High 
capital investment, dependence on suppliers and subcontractors, high interest cost and 
competition are some of important characteristics of the construction industry.  
 
The GOI under new regime is having an intensive effort to enhance profitability, accountability 
and transparency for the SOEs. The policies to improve the SOEs performance have been 
implemented since 1980 through restructuring process, and have been improved upon to reflect 
the changing environment and surrounding policy. The latest SOEs reform policy is included in 
the SOEs Master Plan of 2005 2009 in which main strategy of the Rightsizing Policy is 
incorporated through 5 types of action restructuring process i.e. merger, holding, stand alone, 
divestment, and liquidation. This year the GOI is planned to merge state-owned contractors and 
consulting service firms base on their scope of construction works and financial performance. 
Therefore, it is important to evaluate how the Indonesia’s state-owned construction firms have 
managed their corporate finance effectively over the past few years. This paper is to examine 
critical aspect of corporate financial strategy that would affect the sustainable growth of SOEs.  
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2. Financial Management Analysis 
 
Financial ratio is among the most popular and widely used tools in analysing financial 
performance of business entities. Financial ratios generally compare various dimensions of 
performance among comparable units and within a single unit over time periods. As 
comparative tools, ratios are used to measure a firm’s performance over time (trend analysis) 
and to compare it with that of its competitors or industry averages (comparative analysis). The 
figures used in calculating financial ratios primarily come from income statements and balance 
sheets prepared under generally acceptable accounting practice standards. Thus, financial ratio 
analysis is an extension of other financial statement analytical techniques. The four major 
financial ratio categories measure liquidity, profitability, leverage and efficiency. As a general 
rule, the higher the score in profitability and liquidity, and the lower score in leverage indicate 
the better the financial performance of the firm 
 
In the construction context, various works have been developed to explore these techniques in 
evaluating the business strategy in the construction industry and there have been a very 
minimal amount of research related to the financial strategy as an integrated part of strategic 
management practice in construction industry. The study is an extension of a larger study that 
is an attempt explores strategic practices for Indonesian construction firms in sustaining 
competitive advantage.  
 
Some researchers developed their framework to show the financial performance of construction 
firms by adopting traditional ratios and Altman’s Z score model i.e. the sum of the weighted 
ratios on five key balance sheet ratios e.g. Return on total assets, Sales to total assets, Equity 
to debt, Working capital to total assets, and Retained earnings to total assets (Altman, 1968).  
Among the most relevant research of financial ratio analysis in construction that followed the 
framework are those of Fadel, H (1977), Akintoye, A (1991), Langford, D (1993), Edum-Fotwe, 
F (1996), Pilateris (2003), Cheah (2004), Chan, J (2005), Yee, C (2006), Singh, D (2006), Ocal, 
M (2007), and Luu (2008). Ellis (2006) suggests that there are five indicators to determine ‘Best 
in Class’ status of financial health of a construction firm i.e. (1) Return on assets; (2) Return on 
equity; (3) Fixed asset ratio; (4) Debt to equity, and (5) Working capital turnover. This approach 
is used the industry benchmark in the United States, introduced by the Construction Financial 
Management Association (CFMA). In the case of assessing the financial performance of a 
construction firm, CFMA employs 19 financial ratios, which contains invaluable information for 
evaluating the construction firm’s financial performance as well as certain aspects of operating 
performance. However, Walsh (2003) states that Ratio of Return on Equity (ROE) is arguably 
the most important in managing corporate finance. Higgins (2004) also reconfirms such 
importance because it is a measure of the efficiency. Financial or Market analyst report always 
refers these two measures as management effectiveness ratios.  The ratios are widely 
regarded as the ultimate measure of corporate financial performance and reflect a combination 
of business performance and skilful financial management  
 
3. Methodology  
 
The research methodology employed for this study includes data collection and analysis of the 
firm’s annual report. The methodology relies on financial ratio analysis to draw meaningful 
conclusion. The report is come from the Ministry of State-owned Enterprises of Republic of 
Indonesia. These audited reports include the following financial statements: Consolidated of 
Balance Sheets, Consolidated Statements of Income, Consolidated Statements of Changes in 
Equity, and Consolidated Statements of Cash Flows. 
 
A sample of 14 construction firms managed by the Ministry was selected to illustrate the 
application of the method. Eight firms are construction contractors, and six others is 
The Second Infrastructure Theme Postgraduate Conference, 2009 
 
 
80
construction consulting services. To make a meaningful comparison of financial soundness of 
construction firms, the companies selected for the study are competing in the same market 
segment and comparable in terms of size. Out of fourteen companies selected, two companies 
are listed in Indonesia Stock Exchange (IDX, formerly known as Jakarta Stock Exchange.  
 
Modified traditional ratios of Return of Investment (ROI) such as Return of Assets (ROA), and 
Return on Equity (ROE) are adapted to support different purposes of analysis. The ROE is 
calculated by dividing Earnings before Interest and Tax (EBIT) by Equity. It shows how much 
return management on the capital that is actually owned by the shareholders. The ROA is 
measured by dividing the EBIT by Assets. This shows how much return management has 
earned on all assets available to it, from all resources. The three ratios that drive ROE are Profit 
Margin, Asset Turnover, and Financial Leverage (Higgins, 2004). The formulas that define 
these ratios are listed in Appendix 1.  
 
4. Evaluating Financial Management Effectiveness  
 
The analysis is carried out over a period of eight consecutive years (2001 – 2007) so that all 
aspects of recent financial performances are reflected in the following results of evaluation. 
 
4.1 Profitability 
 
The changing trend on profitability ratios (median) is shown in Figure 2 and Figure 3. Gross 
(GPM), and Net Margins (NPM) are indicators of how well the firm is generating profit relative to 
the level of revenue. This ratio reflects the profit that a firm is making. It is usually safe to 
assume that most expenses in cost of goods/services sold are variable (GPM), and most of 
other operating costs are fixed (NPM). 
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Figure 2: Gross Profit Margin 
 
There has been a big difference between construction contracting and consulting firm in making 
gross profit in the last 8 years. On average, consulting firms are realizing profit of 24%, or 250% 
higher compared to the profit realization over contractors. Contracting firms spent over 90% of 
their revenues on direct construction cost.  The construction project handled by contractors 
usually requires more resources and sub-contracts than consulting services, so costs of goods 
become higher. As variable cost change as revenues vary, the contractors need to do exercises 
better control over its project direct costs. 
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Figure 3: Net Profit Margin 
 
Contrast to gross profit, construction contracting firms can keep their net profit remain same 
over 2% in last eight years. It seems that consulting firms have had a high proportion of fixed 
costs, and therefore become more at risk to revenue turn down. The most challenging 
homework for consulting firms is to reduce fixed cost when sales slow down. However, a higher 
profit margin is not automatically better or worse than a lower one; it all depends on the 
combined effect of the profit margin, and the asset turnover. 
 
4.2 Assets Turnover 
 
Assets turnover measures asset intensity and controlling the assets are key factors to the 
turnover. Figure 4 illustrates the shifting trend on ratio of assets turnover of Indonesia’s State-
owned construction firms. 
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Figure 4: Assets Turnover 
 
This ratio reflects the revenue generated per dollar of assets. Contractors’ turnover of 1.2 
means that the firm generated IDR 1.2 for each rupiahs invested on assets. In similar, the 
consulting firms turned 1.4 their assets. It is a common rule that a margin of approximately 10%, 
combined with an asset turnover between 1.3 and 1.5 would be where many firms find a 
profitable position.  
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4.3 Financial Leverage 
 
Figure 5 indicates a ratio of financial leverage shows. This ratio is measure for the amount of 
equity used to finance the assets. Increasing financial leverage means that raising the 
proportion of debt relative to equity used to finance the business, or points to risk level of the 
firm’s capital funds in terms of the relationship between debtors and investors. In simple 
equation, an asset to equity ratio is equal to debt to equity ratio plus 1. 
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Figure 5: Financial Leverage 
 
In this case the risk level increased sharply from 2.2 in 2001 to 6.6 in 2007 for consulting firms, 
and contractors drop the leverage from 6.1 to 5.5 in the same fiscal period. A Debt to equity 
ratio of 3 to 1 or less is considered acceptable by most construction sureties. Both of 
construction contracting and consulting firms have had debt equity ratio of over 3, meaning that 
it is much riskier.  
 
4.4 Return of Investment 
 
The two measures of return on investment on are Return on Assets (ROA) and Return on 
Equity as shown in Figure 6 and Figure 7 below. The ROA indicates how well management 
utilises all the assets in the business in generating an operating efficiency of the firm. ROE 
considers how that operating in generating return to shareholders, in this case returns the state.  
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Figure 6: Return of Assets 
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The increased profitability affected the consulting firm’s composite of Return on Asset (ROA) 
and Return on Equity (ROE), which increased from 0.6% (2005) to 1.9% (2007), while 
construction contracting firms have declining turn in both ROA and ROE in last fiscal year.  
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Figure 7: Return of Equity 
 
The average rate of ROA for the state construction firms was 3% for ROA and 15% for ROE 
during the 2001 – 2007 periods.  In the same period, Construction Contractors have had 15% of 
ROE, and Consulting firms have had 14.5% of ROE in average. However, very profitable 
private construction firms in Indonesia Stock Exchange (IDX) was achieving highest value of 
40% for ROE, whilst state firms have achieved highest value of 24% in 2003. In comparison, all 
construction firms in the US report an average ROA of 7.7% and ROE of 21.6% (Ellis, 2006). 
Walsh (2003) argues that a rate of return of 15% is a very satisfactory return. Judging from 
these figures, it is clear that Indonesian construction firms have delivered a fair return to the 
government as shareholders. 
 
5. Conclusions 
The analysis reveals that the Contracting SOEs performs more effective than above the 
Consulting SOEs in terms Return on Equity (ROE), and Net Profit Margin (NPM),  Thus, 
corporate management board of Consulting SOEs need to pay more serious attention to their 
corporate financial strategies in particular managing their risk at fixed cost to anticipate slow 
down in sale. This perspective will be increasingly important along with the current privatisation 
policy of the Indonesian government.    
 
This financial evaluation shows that the Indonesian firms in this study are reasonably sound. 
Profits and Returns generated from construction works are still reasonable, despite the ratio of 
shows declining trend in last three year. Moreover, the companies bear higher risk of the firm’s 
capital funds due to the leverage ratio reaching more than 3 times their equity.  
Due to the global financial crisis at the moment, it is doubtful whether the profits can still be 
sustained unless Indonesian firms are able to manage their maximum pace at which a company 
can grow revenue without depleting its financial resources.  
 
Since this study is just cover state-owned enterprises (SOEs), indeed this also enables 
comparisons to be made with private construction firms that competing in the same market 
segment and comparable in terms of size. This being the first published research of this type in 
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Indonesia, a full study in greater breath and depth would be highly beneficial for this important 
sector of economy.  
 
Acknowledgement 
The authors are grateful for the assistance Ministry of State-owned Enterprises of Republic of 
Indonesia in collecting data and report of the firms. 
 
References 
Adhi Karya, PT (2008). Re-Born, 2007 Annual Report. Jakarta: Adhi 
Akintoye, A and M. Skitmore (1991) Profitability of UK construction Contractor. Construction 
Management and Economics, 9(4), 3111–325. 
Altman, E (1968) Financial ratios, discriminant analysis and the prediction of corporate bankruptcy. The 
Journal of Finance, 23(4), 589–609. 
Badan Pengawas Pasar Modal (2002). Pedoman Penyajian dan Pengungkapan Laporan Keuangan 
Emiten atau Perusahaan Publik Industri Konstruksi. Jakarta: Bapepam 
Biro Pusat Statistik (BPS) (2008) Construction Statistics. Statistics Indonesia. www.bps.go.id (accessed 
1 October 2008) 
Chan, J and R. Cheung (2005) Monitoring financial health of contractors at the aftermath of the Asian 
economic turmoil: a case study in Hong Kong. Construction Management and Economics, 23(5), 
451–458. 
Cheah, C, M. Garvin, and J. Miller (2004) Empirical Study of Strategic Performance of Global 
Construction Firms. Journal of Construction Engineering and Management, 130(6), 808-817. 
Edum-Fotwe, F,  A. Price, and A. Thorpe (1996). A review of financial ratio tools for predicting contractor 
insolvency. Construction Management and Economics, 14(3), 317–325. 
Ellis, M, R. Earl, and & K. Evans (2006) CFMA’s 2006: Financial Survey Results. In Accounting & 
Reporting, CFMA – BP. New Jersey: Construction Financial Management Association 
Fadel, H (1977) The Predictive power of financial ratios in the British construction industry. Journal of 
Business Finance & Accounting, 4(3), 339-352. 
Fraser, L, and A. Ormiston (2004) Undertsanding Financial Statements. 7th Ed. New Jersey: Pearson 
Prentice Hall. 
Gibson, C (2004) Financial reporting & analysis: using financial accounting information. 9th Ed. Ohio: 
Thomson South-Western. 
Higgins, R, C. (2004) Analysis for Financial Management. 7th Ed. New York: McGraw-Hill/Irwin. 
Hogget, J, E. Lee, and J. Medlin (2006) Accounting. 6th Ed. Milton: John Wiley & Sons Australia. 
Hunger, J, and T. Wheelen (2007) Essential of Strategic Management. 4th Ed. New Jersey: Pearson 
Prentice Hall. 
Langford, D,  T. Iyagba and D. Komba (1993) Prediction of solvency in construction companies. 
Construction Management and Economics, 11(5), 317–325. 
Lembaga Pengembangan Jasa Konstruksi.(LPJK) (2007). Statistik Badan Usaha – 2006. www.lpjk.org 
(accessed 1 April 2007) 
The Second Infrastructure Theme Postgraduate Conference, 2009 
 
 
85
Lembaga Pengembangan Jasa Konstruksi (LPJK) (2004). Asia Construct - Country Report Indonesia. 
Jakarta: LPJK 
Luu, T, S. Kim, H. Cao, and Y. Park (2008) Performance measurement of construction firms in 
developing countries. Construction Management and Economics, 26(4), 373–386. 
McCall, J (2006) Understanding a Contractor’s Financial Statement. In RMA Presentation, 1-17. 
Philadelphia: Risk Management Association. 
Ocal, M, E. Oral, E. Erdis, And G. Vural (2007) Industry financial ratios – application of factor analysis in 
Turkish construction industry. Building and Environment, 42(1), 385-392. 
Pembangunan Perumahan, PT (2008) Laporan Tahunan 2007 (Annual Report) Jakarta: PP 
Pilateris, P, and B. McCabe (2003) Contractor financial evaluation model. Canadian Journal of Civil 
Engineering, 30, 487-489. 
Singh, D and R. Tiong (2006) Evaluating the financial health of construction contractors. In Municipal 
Engineer - Proceedings of the Institution of Civil Engineers, 161-166. London: Institution of Civil 
Engineers 
Siswanto Cahyono (2008). Indonesia Construction Highlights. Jakarta: BCI Asia 
Walsh, C (2003) Key Management Ratios. 3rd Ed. Harlow GB: Pearson Education Limited 
Waskita Karya, PT (2008) Annual Report – Laporan Tahunan 2007. Jakarta: Waskita 
Wijaya Karya, PT (2008) Laporan Tahunan (Annual Report) 2007. Jakarta: Wika 
Williamson, D, W. Jenkins, P. Cooke, and K. Moreton (2004) Strategic Management and Business 
Analysis. Oxford: Elsevier Butterworth-Heinemann. 
Yee, C and C. Cheah (2006) Fundamental Analysis of Profitability of Large Engineering and 
Construction Firms. Journal of Management in Engineering, 22(4), 203-210. 
 
Appendix 1 
Defined Formulas of Financial Ratios 
 
Financial Ratio Defined formula 
Return on Asset (ROA) =Net Profit Before Income Taxes / Total Assets  
Return on Equity (ROE) =Net Profit Before Income Taxes / Total Equity 
Gross Profit Margin (GPM) =Gross Profit / Sales (Revenue) 
Net Profit Margin (NPM) =Net Profit  / Sales (Revenue) 
Asset Turnover (AT) =Sales (Revenue) / Total Assets 
Financial Leverage (FL) =Total Assets / Total Equity 
 
 
Summary of Ratio Results (2001-2007) 
 
Financial Ratio Contracting SOE Consulting SOE 
Return on Equity (ROE) 15.1% 14.5% 
Return on Asset (ROA) 2.7% 3.0% 
Gross Profit Margin (GPM) 9.0% 24.2% 
Net Profit Margin (NPM) 2.3% 2.0% 
Asset Turnover (AT) 1.2 1.4 
Financial Leverage (FL) 5.7 5.3 
